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Treasury transactions overshadowed all other developments 
in the money market during the past month. Among these 
transactions were the cash redemption of one-half billion dollars 
of certificates of indebtedness, representing the unexchanged 
portion of an issue maturing on the first of December, and the 
cash redemption of 3.3 billion dollars of notes maturing at 
the midmonth, Treasury withdrawals of more than 34 billion 
dollars from War Loan accounts to provide funds with which 
to effect these redemptions, interest payments in excess of 700 
million dollars on the public debt, and heavy collections of 
quarterly instalments on income taxes which it is estimated 
amounted to more than 2 billion dollars (including Savings 
| notes presented in payment of taxes). Finally, heavy interest 
disbursements and the redemption of a considerable volume 
of securities held by nonbank investors resulted in a shift of 
deposits from reserve-free War Loan accounts to private 
accounts against which reserves must be maintained, and 
member bank reserve requirements rose markedly in the three 
weeks ended December 18. In the following week, however, 
the decrease in private deposits associated with tax payments 
caused a sharp decline in required reserves. Other important 
money market developments included a substantial seasonal 
increase in money in circulation which tended to bring pressure 
on reserves, and sizable gains of funds by the market through 
payments out of foreign deposit accounts with the Federal 
Reserve Banks and through a seasonal increase in “float”. 

The operations of the Treasury had the effect of inducing 
very large shifts of funds between various parts of the coun- 
try, particularly between New York and the rest of the 
country. In making disbursements connected with public debt 
operations the Treasury transferred large sums withdrawn from 
War Loan accounts in “out-of-town” banks to New York City 
where such payments were heavily concentrated. Banks outside 
New York and nonbank investors then withdrew large 
amounts of funds from the City to replace reserves lost through 
Treasury War Loan calls and to meet quarterly tax payments. 
In the four weeks ended December 24, the New York City 
banks gained more than one billion dollars through Treasury 
transactions, but lost nearly 1.4 billion dollars through banking 
and business transfers of funds to other areas. 

It was inevitable with such large movements of funds that 
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the losses of reserves of some banks exceeded their gains and 
that the gains of others were larger than their losses. Thus, 
while some banks were increasing their use of Federal Reserve 
credit in order to adjust their reserve positions, others were 
retiring Reserve credit or acquiring excess reserves. In the two 
statement weeks ended December 11, most of the demand for 
Federal Reserve credit came from the New York City banks. In 
the following week, when the metropolitan banks gained funds 
heavily through Treasury operations, they repurchased a large 
amount of Treasury bills from the Reserve Bank and pur- 
chased certificates cf indebtedness in the open market from 
out-of-town banks. The latter institutions also made net sales 
of short term Government securities directly and indirectly to 
Federal Reserve Banks, but most of the Federal Reserve credit 
they obtained in this period came from a sharp expansion of 
about 440 million dollars in the “float”. (This increase in 
float is a seasonal development which is attributable to delays 
in the mail at Christmastime that temporarily lengthen the time 
required to collect checks, while the Reserve Banks continue to 
give commercial banks credit according to the regular time 
schedules for checks presented for collection.) 

Retirement of the unexchanged portion of December Ist 
certificates of indebtedness on December 2 (close to 500 
million out of a total of 3.8 billion dollars), was accomplished 
without material effect on the reserve positions of member 
banks, as the Federal Reserve Banks exchanged all their hold- 
ings for the new issue. Cash redemption of the entire 
issue (3.3 billion dollars) of 142 per cent Treasury notes 
during the week ended December 18 was also accomplished 
with little strain on the reserve positions of the member banks 
in the aggregate, as the notes held by the Federal Reserve Sys- 
tem were, in effect, redeemed with funds previously accumu- 
lated in the Treasury’s balances with the Federal Reserve Banks. 
However, this redemption operation, together with large inter- 
est payments on the public debt and the heavy withdrawals 
from War Loan deposit accounts, gave rise to distortions in the 
reserve positions of individual banks and groups of banks and 
led to the heavy shifts of funds mentioned above. 

The major impact of the note redemption on the money 
market was felt on December 16 when interest payments were 
also made on outstanding Treasury obligations. As a result 
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the New York money market experienced the largest one-day 
turnover of funds ever recorded, with the possible exception 
of the payment dates for subscriptions to new securities offered 
in some of the later War Loan drives. About 1.6 billion 
dollars or one half of the notes redeemed and 400 million 
dollars or two thirds of the interest on the public debt were 
paid in New York, while the City banks were only required 
to make payment, to the Treasury, of 700 million dollars out 
of War Loan accounts. This was less than one fourth of the 
call for all banks of the country. As a partial offset to this 
gain of funds by New York City banks, however, there were 
withdrawals of the proceeds of redeemed notes held here by out- 
of-town customers of New York banks, and large withdrawals 
of funds by banks in other parts of the country to enable them 
to meet the Treasury's War Loan call. These transactions re- 
sulted in a loss to the New York money market of about 700 
million dollars in a single day. Nevertheless, the New 
York banks had the benefit of a net gain of approxi- 
mately 600 million dollars which greatly eased their reserve 
positions. The funds were used largely to repurchase about 250 
million dollars of Treasury bills sold to the Reserve Bank earlier 
in the week and temporarily to augment excess reserves, which 
reached 350 million dollars on December 16. This excess was 
quickly absorbed by further repurchases of Treasury bills from 
the Reserve Bank, the acquisition of other short term Govern- 
ment securities in the open market, and further transfers of 
funds to other localities, so that by the end of the statement 
week (December 18), the surplus had turned into a deficit of 
about 70 million dollars. 

In the week ended December 24, the Treasury built up its 
deposits with the Federal Reserve Banks, chiefly out of income 
tax collections, and public demand for currency continued 
strong. Banks both in New York and other parts of the country 
were affected and consequently were compelled to seek Federal 
Reserve credit in adjustment of their reserves. 

The increase in currency circulation was a constant source 
of pressure on member bank reserves during most of the 
month, but public demands for currency were much smaller 
than in 1945. Outstanding currency rose by about 350 million 
dollars in the four weeks ended December 24, 1946, as com- 
pared with 480 million in the corresponding weeks of the pre- 
ceding year. The current increase in demand for cash was 
smaller despite the fact that in 1945 cash payment for subscrip- 
tions to Savings bonds and other securities offered in the Vic- 
tory Loan served to retard the growth of currency, a factor that 
was of course absent in December of 1946. 


RETIREMENT OF PuBLIC DEBT 


December redemptions brought to a total of approximately 
23.3 billion dollars the amount of called or matured market- 
able Treasury securities retired by the United States Govern- 
ment since the end of February. In that period the Treasury's 
deposits in War Loan accounts were reduced from 24.4 to 
2.2 billion. 


The effects of the debt retirement program on the major 
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classes of investors, as far as they can be determined from cur- 
rently available figures, are shown in the accompanying chart. 
The data represent the total interest-bearing debt, less special 
issues which are available to Government agencies and trust 
funds only, tax Savings notes, and Armed Forces leave bonds. 
Savings bonds, the issue of which has increased about one 
billion dollars since the end of February (thus providing some 
offset to the retirement of public marketable issues), are 
included in the data. 

Government security holdings of the weekly reporting mem- 
ber banks in 101 cities declined almost 13 billion dollars be- 
tween February 27 and December 18, an amount equal to more 
than half the redemption of public marketable issues in the 
corresponding period and well in excess of their probable hold- 
ings of redeemed securities. Sales of Government securities by 
these banks for the purpose of adjusting their reserve positions, 
principally to meet the losses of funds resulting from the re- 
demption of securities held by the Federal Reserve Banks, ac- 
count for the difference. About 7% billion dollars, or close to 
60 per cent of the decrease in reporting member bank Govern- 
ment securities, consisted of certificates of indebtedness. Treas- 
ury notes accounted for 4.8 billion, or more than one third, and 
Treasury bills for one-half billion dollars. Bond holdings 
showed a small net decline of 200 million dollars, indicating 
that, in contrast to the heavy open market purchases of previ- 
ous years, the weekly reporting banks did not fully replace the 
Treasury bonds lost through retirements, owing to the pressure 
on their reserves exercised by the redemption program and the 
expansion of alternative outlets for bank credit, particularly 
customer loans. 

The decline in the Government security holdings of the 
weekly reporting banks brought about a lengthening of the 
average maturity of their Government security portfolios. 
This was attributable primarily to the redemption of large 
amounts of their short term securities, together with substan- 
tial sales of such securities to obtain needed reserves, and was 
only secondarily the result of purchases of medium term bonds. 
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The decline in bank holdings of Government securities also 
was primarily responsible for a reduction of 17 per cent in 
their total loans and investments since the end of 1945. 
Toward the close of 1946, Government securities had fallen 
to 64 per cent of total earning assets, against 72 per cent a 
year previous. 

Despite the fact that cash redemptions of Treasury obliga- 
tions held by the Reserve Banks amounted to approximately 
44 billion dollars, the holdings of these banks have risen about 
200 million dollars since February 27. Federal Reserve pur- 
chases of about 4.7 billion of securities, directly or indirectly 
from commercial banks, provided the latter with more funds 
than were withdrawn from them by the Treasury to redeem 
securities held by the Reserve Banks. Thus, while the redemp- 
tion program involved recurrent pressure on the reserve posi- 
tions of member banks, the banks had little trouble in meeting 
all needs for reserves, because of the ready availability of 
Federal Reserve credit. 

All other investors, including nonreporting member and 
nonmember banks, as well as nonbank investors, show a decline 
in their holdings of Government securities of about 914 bil- 
lion dollars during this period. It appears that in this group 
nonbank investors replaced part of their losses by buying other 
Treasury obligations in the open market. 


SMALL LOAN COMPANIES IN NEW YORK STATE 


Today competition in the consumer instalment lending field 
is so keen that it is difficult to realize that only fifteen or twenty 
years ago loan facilities available to the small individual bor- 
rower were extremely limited. Many individuals could get 
accommodation only from lenders operating without super- 
vision, some of whom belonged to the category of loan sharks 
lending at exorbitant rates. In the last decade and a half this 
gap in our credit system has been filled by the rapid growth 
of small loan companies and the development of personal loan 
departments of commercial banks. The importance of these 
facilities in the field of instalment lending in the State of New 
York today is indicated in the accompanying chart, showing 
the amount, by type of lender, of consumer instalment loans 
outstanding in the years 1941 to 1946. At the end of last 
June the commercial banks and the small loan companies are 
estimated to have held about 55 and 30 per cent, respectively, 
of the dollar volume of such loans outstanding. 

Small loan companies in this State operate under the New 
York Licensed Lenders’ Act, which was passed in 1932 with 
the purpose of meeting the needs of the small borrower. It 
provides for the licensing of small loan companies by the 


State 5 age of Banks, authorizes them to make loans 
of 300 dollars or less, and sets maximum interest charges for 


such loans. Because of the higher operating costs and greater 
tisks involved in the small loan business, the maximum rates 
are considerably higher than the limits fixed by the general 
interest laws. The majority of the customers of small loan 
companies belong to the lower income groups, and many of 
them are wage earners whose credit ratings usually do not 


Consumer Instalment Loans in New York State 
by Lending Agency, 1941-46* 


MILLIONS 
OF DOLLARS 
280 


CREDIT 

240-7 UNIONS Z 

INDUSTRIAL 
BANKS 1|\ 


SMALL 
LOAN TT 
COMPANIES 


COMMERCIAL 
BANKS 


DEC. 31,1943 


DEC. 31,1941 DEC.31,1945 JUNE 30,1946 


* Amount outstanding, December 31, 1941-45, and June 30, 1946. Loans 
of commercial banks and all data for June 30, 1946 estimated by Federal 
poseeve Bank of New York; other data from New York State Department of 

anking. 


enable them to obtain loans elsewhere. The loans which they 
seek are often too small to be handled by other lending 
institutions. 

The most frequent reason why people borrow from small 
loan companies is to meet emergencies, such as doctors’ or 
hospital bills, or to consolidate debts. Purchases of major con- 
sumers’ durable goods, such as automobiles, ordinarily require 
larger loans than the small loan companies are permitted to 
make. The contraction in the volume of such companies’ 
business during the war, therefore, although marked, was not 
as sharp as the reduction which occurred in loans by other 
lenders. The amount of consumer instalment loans outstand- 
ing held by the commercial and industrial banks in New York © 
State declined approximately 50 per cent between the 1941 
peak and the low point; the corresponding decline for the 
small loan companies was less than 40 per cent. New instal- 
ment credits extended by small loan companies began to exceed 
repayments in 1943, several months earlier than in the case 
of other lenders, but those extended by the commercial banks 
have been rising more rapidly. 

As is indicated in the accompanying table, the expansion of 
the past few years in the volume of loans made by small loan 
companies in New York State has not occurred as the result 
of any significant increase in the number of loans made. In 
1945, 633 thousand loans were made, only slightly above the 
low point reached in 1943. Although preliminary figures for 
1946 indicate a substantial increase in the number of loans, 
the number is still undoubtedly well below the prewar peak 
of over 900 thousand. Rather, the increase in volume has been 
the result of a substantial rise in the size of the average loan, 
which in turn is a reflection of the rise in the general price 
level. While this trend has been in evidence since the begin- 
ning of the war, it has been greatly accelerated in the past 
three years. 
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Loans Made by Small Loan Companies in New York State, 1939-45 


In thousands} In millions of dollars 

Number of Amount out- Size of 

Year loans Amount standing at average 
made loaned end of year loan 
ae 843 130.3 65.1 $155 
900 148.9 75.5 166 
694 112.9 57.8 163 
thctdsiesssaee 627 1 46.6 164 
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Source: New York State Department of Banking. 


A breakdown by size groups of the loans made by small loan 
companies in New York State shows strikingly this trend 
toward larger individual loans. In 1939 close to 42 per cent 
of the total number of loans made were for amounts of 100 
dollars or less, and only 28 per cent were for more than 200 
dollars. By 1945 these proportions had been very nearly 
reversed, and only 183 thousand, or 29 per cent of the total 
number of loans granted, were for 100 dollars or less; 243 
thousand, or 38 per cent, were over 200 dollars. In 1945 the 
smaller loans represented only 12 per cent of the total amount 
loaned, while those over 200 dollars accounted for 59 per cent. 
Comparable statistics are not readily available for other States, 
but the size of the average loan in New York appears to be 
larger than in most of the other States which still restrict small 
loan companies to loans of 300 dollars or less. 

The number of loans made by the small loan companies is, 
however, not a particularly good indication of the number of 
customers they serve. Renewals or repeat borrowings con- 
stitute a very large fraction of their business. A special study 
made some time ago by the State Department of Banking 
revealed that in 1941 renewals accounted for 60 per cent of 
the number of loans made, and 70 per cent of the total amount 
loaned, by small loan companies. Renewals granted by per- 
sonal loan departments of the commercial banks and by indus- 
trial banks in that year represented 30 and 34 per cent, respec- 
tively, of the total number of loans made by these agencies. 

Another significant trend in the small loan business is the 
increasing substitution of unsecured personal notes for house- 
hold chattel mortgages. In 1945 nearly 40 per cent of the 
number of loans made by the small loan companies were 
unsecured, compared with about 10 per cent in 1936, while 
the percentage secured by household chattel mortgages 
dropped to 43 from 67 per cent. (The trend is more evident 


in New York City and its suburban area than in other parts 
of the State.) Of the remaining loans those secured by chattel 


mortgages on automobiles (usually made for purposes other 
than the purchase of a car) have accounted for anywhere from 
8 to 12 per cent of the business in recent years, while endorsed 
paper, wage assignments, and loans secured in other ways have 
played only a very minor role. 

The loss experience of the small loan companies has steadily 
improved over the period for which we have data, although it 
should be noted that this has occurred in a period of relative 
prosperity. Recoveries have increased substantially in recent 
years. For the ten-year period from 1936 through 1945 loan 
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balances charged off less recoveries were equal to 0.67 per cent 
of the total volume of loaus made, and the companies collected 
between 96 and 98 per cent of the interest due them. Losses 
in some individual years, of course, were much higher; in 1942, 
for example, net charge-offs amounted to 1.13 per cent of the 
year’s loan volume. 

Profitable operation of small loan companies depends pri- 
marily on efficient management, since maximum interest 
charges are fixed by statute. The distribution of overhead costs 
over as large a volume of loans as possible and the size of the 
average loan are both important factors in determining earn- 
ings. Because of the premium on the transaction of a large 
volume of business, large chains of loan companies have tended 
to be the most successful. At the end of 1944, the 197 
branches of national chains operating in New York held 
approximately 86 per cent of the total amount of loans out- 
standing in the 270 loan offices in the State. Two companies 
alone, the Household Finance Corporation and the Personal 
Finance Company, operated 114 offices and held 49 per cent 
of the dollar volume of loans outstanding. Chains with 
branches only in New York State held 9 per cent of the total, 
and the remaining 5 per cent was distributed among the 27 
single-office lenders in the State. 

With so large a proportion of the business transacted by 
concerns operating in several States, it is difficult to compute 
the earnings and capital return attributable to the operations 
of small loan companies in New York alone. However, in 
1940-41 and 1946 the New York State Department of Bank- 
ing made special studies of the earnings of representative 
companies in an effort to determine the reasonableness of the 
interest rate limits in force. It was found that in 1939 small 
loan companies in New York State averaged after taxes a 
return of about 10.8 per cent on their average assets. Believing 
that such a return was higher than necessary to attract an 
adequate amount of capital to the small loan field, the Banking 
Department recommended that interest rates be reduced from 
3 per cent per month on that part of the unpaid balance not 
exceeding 150 dollars and 24% per cent per month on the 
remainder (the rates prevailing since the Licensed Lenders’ 
Act was first passed in 1932), to 214 per cent monthly on the 
first 100 dollars of unpaid balance and 2 per cent monthly on 
the remainder. These maximum rates were voted by the State 
Legislature and became effective on July 1, 1941. In its most 
recent study the Department found that, as a result of both this 
reduction in rates and the wartime decline in the volume of 
business, net earnings after taxes on average assets had declined 
to approximately 7.5 per cent in 1944. 

These ratios do not, however, show the actual rate of return 
to the owner or stockholder, since small loan companies gen- 
erally borrow a relatively large proportion of their total funds 
from commercial banks or through the sale of debentures. 
Since the cost of borrowed funds is relatively low, the larger 
the proportion of borrowed money to total employed funds, 
the higher the profits on equity capital. In 1941 approxi- 


mately 44 per cent of the total funds employed in the small 
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loan business in New York State was borrowed. With the 
wartime decline in demand, lenders required less working 
capital, and temporarily repaid a portion of their borrowings. 
In 1944 the proportion of borrowed funds was down to about 
31 per cent. During the four years 1941-44 small loan com- 
panies paid an average of 2.3 per cent for borrowed funds and 
about 5.7 per cent on their preferred stock. The latter accounted 
for roughly 20 per cent of their total funds. At the low point 
in 1944, earnings on equity capital before taxes were about 
11.8 per cent, compared with 17.6 per cent in 1942 (the first 
full year after the lowered interest rates went into effect). 
After taxes, the corresponding figures were 6.8 and 11.1 per 
cent, respectively. The 1945-46 expansion in loan volume and 
in the size of the average loan has reversed this trend in earn- 
ings and final figures for 1946 will undoubtedly show a con- 
siderable improvement. 

The outlook for the small loan business is tied to the general 
level of business activity and to the total demand for consumer 
credit, but present indications point to a rising volume of 
business for some time to come. Over-all consumer borrowing 
is low in relation to disposable income as judged by prewar 
standards; the number of loans currently being made by the 
small loan companies is still considerably below prewar levels; 
and the size of the average loan is continuing to increase. 
Furthermore, the State Department of Banking on the basis 
of its most recent study of the operations of small loan com- 
panies has recommended that the maximum loan limit be 
raised to 500 dollars. If this recommendation is adopted by 
the State Legislature, it should open a new and profitable field 
to the small loan companies. It is not possible to foresee. just 
how the commercial banks’ drive for a larger share of the con- 
sumer loan business will affect the small loan companies. 
However, a considerable proportion of the borrowers served 
by these companies are probably too great a credit risk to be 
handled by the banks or other lenders at the rates which they 
are permitted to charge. 


THE HOUSING PROGRAM IN 1946 
Mid-December marked a turning point in the national 
postwar housing program. Following the resignation of the 
National Housing Expediter, Mr. Wilson Wyatt, early in 
December, President Truman announced that controls on hous- 
ing construction would be greatly modified,’ and, in effect, 
shifted the emphasis in the program from Government control 
to private enterprise. The postwar housing program had been 
in January 1946 under the President's emergency 
powers and was strengthened in May 1946 by the passage of 
the Veterans’ Emergency Housing Act, which provided for 
Premium payments for certain building materials, purchase 
Priorities for veterans, allocation of scarce materials, guaran- 
teed markets for prefabricated homes, and the restriction of 
nonresidential and high-priced home construction. During the 
year under review, the national housing program has moved 
from the blue-print stage to a point where a considerable 
acceleration in the volume of residential construction may be 


expected. 


With the end of the war and demobilization of the Armed 
Forces, the shortage of housing, which had already been a press- 
ing problem in wartime, reached emergency proportions. In 
the decade before the war, the volume of new housing had been 
insufficient to keep up with the normal replacement demand 
and to provide for population growth. During the war years 
residential construction was sharply curtailed, so that even by 
normal standards a substantial backlog of demand for housing 
had accumulated by late 1945. Furthermore, because of war- 
time conditions and the accompanying prosperity, the number 
of marriages and births had risen sharply. This increase in the 
number and size of families, coupled with a high level of 
income and savings, drew an unprecedented number of persons 
into the market for new or enlarged living quarters. In addi- 
tion to these general trends, substantial migration of popula- 
tion within the country accentuated the local shortages in many 
metropolitan areas. Through Government-guaranteed loans 
to veterans and liberalized mortgage insurance by the Federal 
Housing Administration, the market for low cost housing has 
been increased still further. In the face of this pressing 
demand and the extremely low supplies of building materials 
and skilled labor prevailing at the end of the war, the Veterans’ 
Emergency Housing Program was inaugurated in order to 
increase residential construction for the benefit of veterans by 
giving it a preferred place in the nation’s reconversion program. 

In appraising the accomplishments of the housing program, 
it is important to take into account the obstacles confronting 
the building industry. From the time of our entry into the war, 
residential construction activity was curtailed to meet urgent 
demands of war industries for both men and materials. Resi- 
dential building in 1944 and the first half of 1945 was at the 
lowest rate since the depths of the depression in the early 
thirties. Many plants producing building materials had re- 
duced considerably their scale of operations. In the light of 
these shortages, the goals set by the housing program were very 
ambitious. In 1946 it was planned to start construction on 
1,200,000 dwelling units, of which 838,000 were to be new 
permanent housing; in 1947, 1,500,000 permanent homes were 
to be started. The greatest previous output of housing in the 
nation’s history was the total of 937,000 dwelling units con- 
structed in 1925, the climax of the building boom which fol- 
lowed the First World War. The 1946 goals of the Veterans’ 
Emergency Housing Program and the accomplishments of the 
program during the first ten months of the year are shown in 
the accompanying chart. 

The goal for new permanent housing included both con- 
ventional housing and prefabricated units. Originally it was 
hoped that Government-guaranteed markets and priority assist- 
ance in obtaining materials would result in the production of 
as many as 250,000 factory-built homes in 1946 and 600,000 in 
1947. The 1946 goal was subsequently cut to 100,000, but by 
October 30, only 30,300 had been shipped by manufacturers. 
The number of conventional homes started in 1946 is running 
about 10 per cent short of the goal, with 549,600 units started 
in the first ten months of the year. However, the total number 
of new dwelling units started in 1946 will almost certainly be 
the greatest for any year since 1928, except 1941. 
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Federal Housing Program: Goals for Work Started in 
Year 1946, and _ Units Started and 
Completed Jan.-Oct. 1946* 
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Source: National Housing Agency. 


Toward the end of 1946 the program of transforming tem- 
porary war housing and military installations for emergency 
use by veterans was approaching the goal of 212,000 units 
originally set. In the first ten months of the year the Federal 
Public Housing Authority had started the equivalent of 
191,600 dwelling units. However, commitments of funds had 
reached the maximum possible under present legislation and 


increasing building costs were causing curtailment of some 
projects, so that the number finally completed may be some- 


what less. An additional 23,400 temporary units have been 
started by local governments and educational institutions, but 
only a small proportion of these have been completed thus far. 
About 87,000 more dwelling units have been made available 
by the conversion of existing homes and the manufacture of 
house trailers. 

Altogether, work was started on 882,200 dwelling units of 
all types in the first ten months of 1946, and 500,400 units 
had been completed by October 31. 

Despite measures taken to control prices of building mate- 
rials and wages of construction workers, building costs have 
risen steadily in the past year. Shortages of materials and the 
consequent delays in completions (as well as purchases of 
materials at black market prices) raised the cost of housing 
far above prewar levels. One of the main objectives of the 
housing program was to stimulate the production of scarce 
materials by premium payments for output in excess of certain 
quotas, and by allocation of raw materials to building supply 
plants. By October the output of most building materials was 
at a new postwar peak and in several cases production exceeded 
prewar levels. President Truman has announced that the out- 
look is now sufficiently favorable for priorities and allocations 
to be discontinued in the near future. Subsidies will continue 
until the dates originally scheduled. 

The Wyatt program did not encourage private rental con- 


striction. In the entire New York City area, for example, not , 


a single apartment house was completed in the first ten months 
of 1946, although several large projects have been started and 
are expected to be completed some time in 1947. The new 
liberalized housing policy announced by the President will 
emphasize rental housing through financing aids and greater 
flexibility in the establishment of rent ceilings for new con- 
struction. It will also allow non-veterans to build for their 
own occupancy. The ceiling of $10,000 on new residential 
housing has been eliminated and replaced by a limitation of 
floor space to prevent the building of luxurious homes during 
the life of the program. It is anticipated that there will be an 
increase this year in the amount of nonresidential construction, 
which had been sharply reduced under the Wyatt program. 

Although many families are currently being priced out of 
the market for new homes by rising building costs, the current 
outlook for construction in general is that of a high level of 
activity during the coming year. Even if large groups of 
potential buyers are eliminated by high prices and other groups 
are not satisfied with the values offered, there will still remain a 
considerable pressing demand for residential rental construc- 
tion. There is also a large backlog of demand for commercial 
and industrial building and public works. Recently published 
estimates, including that of the Department of Commerce, 
point to record-breaking construction activity in 1947, with 
the total value of all types of building perhaps approaching 
22 billion dollars. 


AGRICULTURAL PRODUCTION IN 1946 


Agricultural economists agree that farmers’ cash receipts 
from marketing during the year just ended will be found to 
have reached a record peak not likely to be surpassed or even 
equaled in the years immediately ahead. Farmers in the country 
as a whole received more than three times as much cash in 
1946 as in an average prewar year. This postwar prosperity 
of farmers resulted from a combination of two favorable fac- 
tors—record crops, and a level of farm prices which in recent 
months approached the peak attained after World War I. The 
very large output was due primarily to unusually favorable 
weather conditions and also to large plantings. After a period 
of uncertainty immediately following the end of the war, the 
Department of Agriculture recommended that farmers not 
reduce production schedules, but aim instead at a maximum 
output to meet this country’s increased domestic needs and 
foreign obligations. As the industrial reconversion progressed 
more rapidly than anticipated, domestic demand for all kinds 
of food was well sustained; prices climbed to higher levels, 
with particularly sharp increases following the end of price 
controls. 

Reconversion from wartime to peacetime conditions, which 
has been practically completed in most manufacturing indus- 
tries, still lies ahead for agriculture. For farm production, 
conversion to war spelled mainly increased production all along 
the line. Shifts to products for which demand was generated 
or considerably increased by the war (such as oil-bearing 
crops) affected only a small minority of farmers; no notable 
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shifts of this type took place within the Second District. The 
majority of farmers continued to raise much the same products 
they had marketed before the war. 

The considerable increase in farm production during the war 
—nearly one-third over the average for the five-year period 
1935-39, measured in physical terms—has been aided signifi- 
cantly by favorable weather conditions. More importantly, 
however, much of the increase is due to improved farming 
methods. The effects of better breeding and seed selection, 
improved stock, increased numbers of tractors and farm ma- 
chines on farms, contour plowing, and the spread of mechaniza- 
tion into new areas of farm production, have permanently 
increased the farmers’ ability to produce larger quantities of 
food and of other agricultural products. Most of these wartime 
developments must be viewed as an acceleration of prewar 
trends. 

In the past, when higher levels of output were reached as a 
result of improvements in technique or increases in acreage, 
farmers did not react to lower prices by limiting production. 
Year-to-year fluctuations in output tended to reflect changes in 
weather conditions and other influences independent of human 
action rather than farmers’ willingness to adjust output to 
demand. Farm production on the whole is rather inelastic. 
Shrinking demand is more likely to result in downward price 
adjustments than in reduction of output. Viewed in this light, 
the postponed adjustment of our agriculture to reduced demand 
isexpected to lead to a decline from the present price levels in 
some not too distant future. Whether such a decline will be 
limited to 10 or 15 per cent, as anticipated by the Department 
of Agriculture, will depend on a number of factors, including 
future trends in the money income of nonagricultural workers. 

The December 1, 1946 estimates for the major field crops 
are given in the table below, together with the final estimates 
for 1945. Percentage changes given in the last column show 
tloquently that in the first full peacetime year production of 
all major crops, with the exception of cotton, was considerably 
above the average harvest of the last prewar years. The decline 
in cotton production was due mainly to a reduction of acreage 
devoted to this crop. 

Production of livestock and livestock products fell slightly 
in 1946. The Department of Agriculture expects the year's 
meat production to decline to 21.9 billion pounds from 22.9 
billion in 1945, mainly because of a drop in cattle slaughtering. 
Milk production in 1946 was within two per cent of the pre- 
Vious year’s record volume, while the output of creamery butter 


Production of Major Field Crops in the United States 


Percen 
1 
verage 
Crop Unit 1945 1946* “Toe 
eRe Millions of bushels 2,881 3,288 +42 
Millions of bushels 1,536 1,510 +44 
Wheat........ Millions of bushels 1,108 1,156 +52 
tons 
Potatoes... .... Millions hels 418 475 +34 


* December 1, 1946 estimate. 
Source: U. S. Department of Agriculture. 


was about 25 per cent below, mainly because of the unfavorable 
price situation prior to the lifting of price controls. Egg pro- 
duction during the first eleven months of 1946 was within one 
per cent of the high level of a year ago. Mild fall weather 
favored both milk and egg production, and the large output 
was achieved in spite of a reduced number of milk cows and 
layers on farms. 

The value of agricultural production in the Second District 
in 1946 is estimated to have exceeded one billion dollars. New 
York State customarily accounts for more than 80 per cent of 
the District’s agricultural output and of its cash income from 
farm marketings. In recent years New York State has ranked 
eleventh or twelfth in farm production, and has been surpassed 
by only Texas, California, and the large midwestern agricultural 
States. The field crops harvested last fall in this State were 
large compared with prewar averages, but short of the peak 
harvests of some war years. At close to 27 million bushels the 
corn crop was the third best on record. The oats crop was 
considerably better than average, and the potato yield exceeded 
the previous year’s very large crop. Among the major crops, 
wheat alone, with 5.6 million bushels harvested, fell consider- 
ably short of both the wartime level and prewar averages. 

Dairy production in New York State was apparently main- 
tained throughout the year at levels only a few per cent below 
a year ago. A larger proportion was sold as fluid milk, how- 
ever, and the output of creamery butter during the first eight 
months of 1946 fell to little more than half of the production 
in the corresponding period of 1945. Egg production in New 
York State in 1946 advanced somewhat over the year-ago 
record level, compared with a slight decline in the country as 
a whole. 

The fruit crop, on which many up-State farmers depend for 
a considerable part of their cash income and which had been 
particularly poor in 1945, owing mainly to late frost, was 
quite satisfactory in 1946. The apple crop was about normal; 
more than six times as many bushels were brought in as in the 
previous year. Twice as many cherries were harvested, the 
1946 volume representing an average crop. Also, twice the 
previous year’s tonnage of grapes was gathered, a better than 
average crop. Only pears fell short of prewar averages, although 
they, too, were considerably above the poor 1945 crop. 

Farmers throughout the country apparently take an opti- 
mistic view of prospects for 1947. During the fall planting 
season they expanded by 8 per cent their seeded acreage of 
winter wheat. A record 1947 crop exceeding 1.2 billion bushels 
(including spring wheat) is estimated, nearly twice the 
1935-44 average. The rye acreage was also increased and the 
condition of rye is reported excellent. 


DEPARTMENT STORE TRADE 


December sales of department stores in the Second Federal 
Reserve District fell somewhat short of the expectations of 
some of the leading store executives. Although the dollar 
volume of sales is estimated to have run 28 per cent above a 
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Department and Apparel Store Sales and Stocks, Second Federal 
District, Percentage Change from the Preceding Year 


Reserve 


Locality Stocks on 


gh hand 
946 |Nov. 30, 1946 


Department stores, Second District.... 


New York City 
Northern New Jersey 


Central New 
Mohawk River Valley 
Utica 
Syracuse 
Northern New York State 
Southern New York State 


Elmira 
Western 
Buffal 


Apparel stores (chiefly New York City). 


Indexes of Department Store Sales and Stocks 
Second Federal Reserve District 
(1935-39 average—100 per cent) 


Item 


Nov. 


301 
233 


173 247 
152 217 


year ago, this is a smaller rate of increase than in the first 
part of the year. The reduced rate of increase occurred despite 
the price edvances which have taken place on many items 
since the end of OPA controls and despite the stores’ larger 
receipts of “big-ticket” items (such as refrigerators, furniture, 
etc.). The seasonally adjusted index of sales for December 
remains at about the same level as for November—10 per cent 
below the all-time high reached in August. Total Second Dis- 
trict sales during the year 1946 are estimated at 1,195 million 
dollars, an increase of 30 per cent over 1945. 

Neither supply nor labor shortages seem to have set limits 
for the increase in sales. Supplies of merchandise available 
for Christmas buying were much larger this season than in 
1945. At the end of November the dollar value of stocks 
on hand in Second District department stores was more than 
40 per cent greater than on the same date a year ago; in some 
individual departments the increases were even larger. Stocks 
of homefurnishings and of men’s clothing were 50 and 60 per 
cent, respectively, above those of a year previous, and stocks 
of piece goods, linens, and bedding were 85 per cent greater. 
Stocks of women’s wear, which were already abundant during 
the Christmas trade period a year ago, increased at the same 
fate as inventories as a whole. 

In November the dollar volume of sales of Second District 
department stores was 28 per cent larger than a year earlier. 
Sales of homefurnishings were 40 per cent greater than a year 
previous and piece goods, linens, and bedding sales increased 


50 per cent. Sales in these departments reflected the more 
ample supply situation. Sales of men’s wear increased 2§ 
per cent, but sales of women’s wear advanced only 17 per cent, 

As stocks increased more rapidly than sales during Novem. 
ber, ratios of stocks on hand at the end of the month to sales 
during the month were larger in nearly all departments. This 
increase was not uniform. The stock-sales ratio for the 
women’s wear group was 2.1, compared with 1.8 in November 
1945; for the men’s wear group it was 2.6 compared with 20 
in the previous year; while in the homefurnishings group the 
stock-sales ratio, at 2.4, was little changed from the November 
1945 figure of 2.2. A large number of pre-Christmas clearance 
sales featuring furs and other women’s apparel, men’s robes and 
sports shirts, costume jewelry, and expensive handbags and 
linens indicate that the stores had overstocked some soft goods 
items, especially high-priced goods. A shift to the prewar 
pattern of consumer spending, with a larger proportion of 
income spent on durable goods, might be expected to result 
in some drop in the demand for soft goods. 

Outstanding orders of Second District department stores 
declined about 25 per cent from the end of October to Novem- 
ber 30, 1946; it was the largest month-to-month percentage 
decline since November 1941, and the only October to Novem- 
ber decline since 1942. A part of the decrease was due to the 
inflation of orders at the end of October as a result of the 
delivery strike in the New York Metropolitan area, but it is 
probable that outstanding orders also are returning to the pre § 
war seasonal pattern. 


Indexes of Business 


1945 
Index 


Industrial production*, 1935-39 = 100 
(Board of Governors, Federal Reserve 
System) 

Electric power output*, 1935-39 = 100... 
(Federal Reserve Bank of New York) 
Ton-miles of railway freight*, 1935-39 = 1 
(Federal Reserve Bank of New York) 

Sales of all retail stores*, 1935-39 = 100 
(Department of Commerce) 
Fact lo t 
United States, 1939 = 100 
(Bureau of Labor Statistics) 
New York State, 1935-39 = 100 
(New York State Dept. of Labor) 
Fact rolls 
United States, 1939 = 100 
(Bureau of Labor Statistics) 
New York State, 1935-39 = 100 
(New York State Dept. of Labor) 
Income payments*, 1935-39 = 100 
(Department of Commerce) 


(Federal Reserve Bank of New York) 

Consumers’ 

(Bureau of Labor Statistics) 

Velocity of demand deposits*, 1935-39 = 1 
(Federal Reserve Bank of New York) 
New York Cit: 

Outside New 


* Adjusted for seasonal variation. p Preliminary. r Revised. 

# A special monthly release tabulating the complete set of 15 indexes, supplantimg 
the index of “wage rates’ formerly computed by this bank, will be sent 

uest. A general discussion of the new indexes ap in the Nove 

1 issue of this Review. Tabulaticns of the monthly indexes, 1938 to date, and 
description of component series, sources, and weights may be procured from the 
Research Department, Federal Reserve Bank of New York. A mi 
es some of the technical problems involved is also a o 


Net sales 
Jan. th 
Nov. 1946 Nov. 1 
+23 +31 +43 
+26 +29 +39 
+32 +33 +44 
er +29 +30 +44 
Westchester and Fairfield Counties. . +40 +38 +53 
Lower Hudson River Valley........ +34 +37 +49 
+29 +35 +52 
Unper Hudson River Valley........ +34 +36 +54 
+35 +46 +60 
+33 +25 +47 
+33 +35 +53 
+29 +28 +37 
+27 +25 +36 
SOS +35 +38 +62 
+29 +36 
+32 +31 +50 
+19 +32 +56 
+30 +23 +43 
Ni +17 +13 +44 
+33 +31 +59 
ee +9 +25 +61 
1945 1946 
Nov. Sept. Oct. | 
Sales (average daily), unadjusted.........] 235 214 202 
Sales daily), seasonally adjusted..} 182 202 177 
1946 
. Nov. Sept. Oct. Nov. 
..| 168 180 181 182p 
oa 204 206 212p 
00} + 180r 199 193p 18lp 
..| 220 | 257 | 250p 
..| 128 147 147 149p 
O97 129 130 13lp 
| 284 286p 
220 265 267 2699 
..| 236 247 256p 
Composite index of wages and salaries* 
_ FC, 164 164p 
..| 129 146 148 152p 
00) 
85 91 85 84 
74 85 83 87 
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